The decision of how firms finance their investments is among the prominent researchers in the area of corporate finance. The capital structure of banks, however, still relatively under-explored. Banking is one type of industry that employs a high level of leverage in creating companies' value since its operating profits come from lending and borrowing activities. This research aims to analyse the effect of the mix of capital structure on financial performance of commercial banks in Indonesia. We use annual data for the period 2009 -2017 that are extracted from the audited financial statement. The data is then analysed to find relationship on the use of leverage to the firms' performance. Our study finds strong evidence that short term loan significantly has positive influence on profitability of banks through Return on Equity (ROE), which indicates that deposit is considered as the cheapest source of funding. However, banks should carefully maintain their liquidity risk to ensure the availability of funds to pay for withdrawals obligation. We also found that the use of long-term debt and the use of equity, in general, do not have a significant effect on firm value, which indicates that, in terms of long-term financing, profitability and firm value are insensitive to capital structure.
INTRODUCTION
The existence of an efficient financial system is a prerequisite in enhancing the sustainable development of a nation. Financial institutions play the role of financial intermediation by collecting and mobilising resources to finance business and development projects that are essential to the growth of an economy. Although financial system incorporates a broad range of institutions that can be categorised into bank and nonbank financial institutions, currently in Indonesia, the Banking system dominates the sector for financial services.
According to Indonesia Deposit Insurance Data, as per 2018 Indonesian banks still retained the largest asset, accounted for Rp 7.368 trillion, with annual growth of 9,25%. Therefore, it is important for Indonesian banks to be profitable in order to ensure economic development, as a failure of this sector could have adverse systemic effect on the entire economy.
Determining the optimal combination of debt and equity in maximizing the company's value has been a subject of empirical research. The financial crisis that is originated from the US subprime mortgage meltdown is considered to be the worst crisis for banking industry worldwide, and the evidence has shown the crisis to be caused by banks' excessive leverage (Ivashina & Scharfstein, 2010) .
Ever since the emergence of Modigliani and Miller (1958a) capital structure theorem, the use of leverage has been the focus of empirical researches in the field of corporate finance. What determines the capital structure of firms is still an intriguing question for economists and researchers.
Despite the fact that this is a very well researched field, previous researches have mostly focused on non-financial firms, not many on that of financial institutions in general. Flannery (1994) explains that the optimal structure for a firm's financial liabilities will influence its benefits of using leverage and will depend on the nature of the business. Banks, however, have significant variations in the operational systems with nonfinancial firms which result in significant differences in their capital structure. Banks are found to have significantly high leverage ratios as opposed to all companies operating in non-financial fields since their main function is to accumulate surplus funds and make them available to deficit sectors. They make profits through lending and borrowing activities, therefore unlike non-financial firms whose profitability and their exposure on bankruptcy costs influence their preference of debts, banks have less choice but must rely on debts, most of which comes from deposits as one of the major and cheapest sources of funds to ensure their smooth ongoing operation. Banks usually invest in assets that are more complicated to understand for the outsiders, and the information on their investment projects are expensive and difficult to evaluate. This will increase the cost of issuing equity due to information asymmetry problems, making banks prefer debt over equity. Furthermore, short term debts can help discipline the banks' managers to the risk of liquidity and mismatched maturities. Diamond and Rajan (2000) finds that in order to maintain their liquidity level, banks have a volatile capital structure as opposed to the non-financial firms that have a more stable capital mix. This volatility in their capital structure has enabled banks to channel loans that are less liquid while raising more deposits that have higher liquidity levels.
LITERATURE REVIEW
The Modigliani and Miller (1958b) According to Agency theory, debt financing is used to monitor the conflict of interest that occurs between shareholders and managers, since debt will be act as a tool to discipline managers in aligning their goals to those of the shareholders.
The use of leverage in financing business projects will force the managers to invest in profitable ventures, which in the end will benefit the shareholders. If they choose unprofitable investments and not able to pay the debt, then the bondholders will file for bankruptcy, and managers will lose their job. Hence according to Agency theory, higher leverage is expected to reduce managerial inefficiency and enhancing firms' value.
Other thoughts explaining the capital structure of the firm is the pecking order hypothesis that is popularized by Myers and Majluf (1984) .
This theory argues that firms have a preference order for different types of finance, since the use of debt financing may give signalling effect.
According to the pecking order theory, firms prefer CAPITAL STRUCTURE AND BANK PERFORMANCE (Arie Widyastuti, Ratna Komara, Layyinaturrobaniyah) financing their operations from internally generated funds and use external debt only when retained earnings are insufficient in meeting company's needs. In the case that a firm is required to raise funds from outside, they prefer to issue debt first before considering the issue of equity, since issuing debt is less likely to send a negative signal to investors who will cause investor to sell their shares leading to a fall in the stock price of the firm.
Shares issued could be interpreted that the stock is overvalued, and issuing new shares can create dilution of ownership. Firms are therefore preferred to issue debt rather than equity if internal finance is insufficient.
From the perspective of information asymmetry on bank financing, the bank deposit customers who are the investors do not have much information about their bank's future decision.
Therefore Diamond and Rajan (2000) argue the possibility of premature liquidation of short term debt may act as an incentive to managers to make value-maximizing decisions that may increase the firms' performance. Using set of American data, Hadlock and James (2002) Booth et al. (2001) ; (Jermias, 2008) ; Titman and Wessels (1988) and Frank and Goyal (2009) .
Meanwhile, operational expenses will lower the profitability and hence, the value of the firm. The more efficient banks manage their expenses the more profitable they are (Olson & Zoubi, 2011; Yin, Yang, & Mehran, 2013 ratios (Dietrich & Wanzenried, 2014) . The quality of capital possessed by a bank is an indication of the ability of a bank to operate appropriately, Dincer, Gencer, Orhan, and Sahinbas (2011) show that capital adequacy ratios have a positive relationship with the financial soundness of bank and a negative relationship with possible failure. Roman and Şargu (2013) also stated that capital adequacy is one of the most crucial indicators of the financial health of the banking sector because it guarantees the capacity of the sector to absorb the eventual losses generated by the manifestation of specific risks or macroeconomic imbalances.
RESULTS AND DISCUSSION
The data for this study involves 222 observations.
The descriptive statistics for the variables computed from the financial statements are summarized in Table 1 . (1994) , that in order to minimize agency cost and information asymmetry, banks prefer debt as a mechanism to discipline managers, hence short term debts can help discipline the banks' managers to the risk of liquidity and mismatched maturities.
As to whether the capital structure can influence profitability through return on asset and Tobin's Q, we cannot find sufficient evidence to support the hypothesis. However our findings consistently find that operational expense has negative influence on profitability. This indicates that the higher the expense ratio, the poorer the performance, which aligns with the conclusions of Yin et al. (2013) and Olson and Zoubi (2011) . Source: processed data (2019) Table 4 shows the regression of different independent variables, consists of equity, long term debt and short term debt on firms value that is calculated using Tobin's Q score. None of the independent variables has a significant effect on the dependent variables, although beta coefficient for long term debt is negative, which indicates possibility of lower company's value with the increase of the use of long term debt.
CONCLUSION
The purpose of this research is to analyse the relationship between capital structure and banks'
performance. The study analyse Banks institution listed in Indonesia Stock Exchange over nine years period and confirms that short term loan significantly has a positive impact on profitability of banks through Return on Equity (ROE). Our results are held for both small size and large size firms.
We also find that the relationship between capital structure and firms' value, measured by Tobin's Q, is minimal. This supports the view that the creation of firms' value is independent of the structure of financing activities. Hence the proportion of capital structure (the use of debt and equity) has no apparent on firm value and can be changed anytime. Therefore, there are other major factors that influence the value of the Indonesia banking sector other than its capital structure.
